2021-2022 Baldrige Performance Excellence Framework

Criteria Commentary

This commentary provides brief summaries of the Baldrige Criteria for Performance Excellence categories and items. It also
includes examples and guidance to supplement the notes that follow each Criteria item in the Baldrige Excellence
Framework booklet. For additional free content, and to purchase the booklet, see www.nist.gov/baldrige/publications.

Organizational Profile

Your Organizational Profile provides a framework for understanding your organization. It also helps you guide and
prioritize the information you present in response to the Criteria items in categories 1-7.

The Organizational Profile gives you critical insight into the key internal and external factors that shape your operating
environment. These factors, such as your organization’s vision, culture and values, mission, core competencies,
competitive environment, and strategic challenges and advantages, affect the way your organization is run and the
decisions you make. As such, the Organizational Profile helps you better understand the context in which you operate;
the key requirements for current and future business success; and the needs, opportunities, and constraints placed on
your management systems.

P.1 Organizational Description

Purpose
This item addresses the key characteristics and relationships that shape your organizational environment. The aim is to
set the context for your organization.

Commentary

Understand your organization. The use of such terms as vision, values, culture, mission, and core competencies varies
depending on the organization, and you may not use one or more of these terms. Nevertheless, you should have a clear
understanding of the essence of your organization, why it exists, and where your senior leaders want to take it in the
future. This clarity enables you to make and implement strategic decisions affecting your organization’s future.

Understand your core competencies. A clear identification and thorough understanding of your organization’s core
competencies are central to success now and in the future and to competitive performance. Executing your core
competencies well is frequently a marketplace differentiator. Keeping your core competencies current with your strategic
directions can provide a strategic advantage, and protecting intellectual property contained in your core competencies
can support your organization’s future success.

Understand your regulatory environment. The regulatory environment in which you operate places requirements on
your organization and affects how you run it. Understanding this environment is key to making effective operational and
strategic decisions. Furthermore, it allows you to identify whether you are merely complying with the minimum
requirements of applicable laws, regulations, and standards of practice or exceeding them, a hallmark of leading
organizations and a potential source of competitive advantage.

Identify governance roles and relationships. Role-model organizations —whether they are publicly or privately held, or
are government or nonprofit organizations —have well-defined governance systems with clear reporting relationships. It
is important to clearly identify which functions are performed by your senior leaders and, as applicable, by your
governance board and parent organization. Board independence and accountability are frequently key considerations in
the governance structure.

Understand your customers’ requirements. The requirements of your customer groups and market segments might
include on-time delivery; low defect levels; safety; security, including cybersecurity; ongoing price reductions; the
leveraging of technology; rapid response; after-sales service; multilingual services; and socially responsible behavior and
community service. For some nonprofit (including government) organizations, these requirements might also include
administrative cost reductions, at-home services, and rapid response to emergencies.
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Understand the role of suppliers. In most organizations, suppliers play critical roles in processes that are important to
running the business and to maintaining or achieving a sustainable competitive advantage. Supply-network
requirements might include on-time or just-in-time delivery, flexibility, variable staffing, research and design capability,
process and product innovation, and customized manufacturing or services.

Understand your ecosystem. With the increase in multidisciplinary products and services, as well as globalization, many
organizations rely ever more heavily on a business ecosystem —a network of suppliers, partners, collaborators, and even
customers and competitors, with these roles shifting as necessary. Taking advantage of these ecosystems enables
distributed risk management and may result in new business models, new customers, new talent pools, and much
greater efficiency in meeting customer expectations. In some cases, the organization’s growth may depend on the
collective growth of the ecosystem and its ability to prepare for the future. And as competition comes from organizations
in different industries, organizations may be able to stand out from their competitors through new and novel offerings,
possibly through the ecosystem. Ecosystem steps for organizations to consider include reconnecting with partners,
maximizing learning through shared information, rethinking customer offerings in a larger context, using concepts from
ecosystem organizations as idea generators, and building nontraditional partnerships.

P.2 Organizational Situation

Purpose

This item asks about the competitive environment in which your organization operates, including your key strategic
challenges and advantages. It also asks how you approach performance improvement and learning. The aim is to help
you understand your key organizational challenges and your system for establishing and preserving your competitive
advantage.

Commentary

Know your competitors. Understanding who your competitors are, how many you have, and their key characteristics is
essential for determining your competitive advantage in your industry and marketplace. Leading organizations have an
in-depth understanding of their current competitive environment, including key changes taking place.

Sources of comparative and competitive data might include industry publications, benchmarking activities, annual
reports for publicly traded companies and public organizations, conferences, local networks, and industry associations.

Strategic challenges and advantages. Operating in today’s highly competitive marketplace means facing strategic
challenges that can affect your ability to sustain performance and maintain your competitive position. Understanding
your strategic advantages is as important as understanding your strategic challenges. They are the sources of competitive
advantage to capitalize on and grow while you continue to address key challenges. Strategic challenges and advantages
might relate to technology, products, finances, operations, organizational structure and culture, your parent
organization’s capabilities, customers and markets, brand recognition and reputation, your industry, globalization, your
value network, and people.

Know your strategic challenges. These challenges might include the following;:

e Your operational costs (e.g., materials, labor, or geographic location)
e Rapid technological changes

¢ The availability of skilled labor

e The retirement of an aging workforce

¢  Economic conditions, including fluctuating demand and local and global economic downturns
e Expanding or decreasing markets

e Mergers or acquisitions by your organization and your competitors
e The cyclical nature of your industry

e  The introduction of new or substitute products

¢ Data and information security, including cybersecurity

e New competitors entering the market

Know your strategic advantages. These advantages might include the following:

¢ Industry innovation leadership
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¢  Customer experience recognition

e Brand recognition

o Agility

e  Supply-network integration

e E-commerce and other forms of digital leadership
e Technology integration

e  DPrice leadership

e Reputation for quality and reliability

¢ Environmental (“green”) stewardship

e Social responsibility and community involvement
o Accessibility

¢  Warranty and product options

For some nonprofit (including government) organizations, differentiators might also include relative influence with
decision makers, ratio of administrative costs to programmatic contributions, reputation for program or service delivery,
and wait times for service.

Prepare for disruptive technologies. A particularly significant challenge is being prepared for a disruptive technology
that threatens your competitive position or your marketplace. Recently, such technologies have included self-serve
checkouts and online support replacing person-to-person interactions; online purchasing replacing many types of brick-
and-mortar purchasing; smartphones and their apps largely replacing cell phones, pocket cameras, MP3 players,
calculators, and GPS devices; and social media outpacing other means of communication. Today, organizations need to
be scanning the environment inside and outside their immediate industry to detect such challenges at the earliest
possible point in time.

Emerging technologies that continue to drive change in many industries are the use of data analytics, the Internet of
Things, artificial intelligence, the adoption of cloud operations, large dataset-enabled business and process modeling,
enhanced automation, and other “smart” technologies. Three growing uses of artificial intelligence in businesses and
organizations are the following: (1) process automation, including automation of physical and digital tasks, such as
manufacturing processes and the replacement of lost credit or ATM cards; (2) cognitive insight, to detect patterns in vast
volumes of data and interpret their meaning (e.g., to predict what a customer will buy or identify safety/quality
problems); and (3) cognitive engagement, to engage employees and customers using natural language chatbots,
intelligent agents, and machine learning (e.g., for 24/7 customer service, internal sites for answering employee questions,
product/service recommendation systems for retailers, and health treatment recommendation systems for providers).

Organizations need to be aware of the potential for these technologies to create challenges and opportunities in their own
marketplace. While some of these tools may not affect your organization immediately, they will likely affect your
competitive environment and result in new competitors for your customer base.

Leadership (Category 1)

This category asks how senior leaders’ personal actions and your governance system guide and sustain your
organization.

1.1 Senior Leadership

Purpose
This item asks about the key aspects of your senior leaders’ responsibilities, with the aim of creating an organization that
is successful now and in the future.

Commentary

The role of senior leaders. Senior leaders play a central role in setting values and directions, creating and reinforcing an
organizational culture, communicating, creating and balancing value for all stakeholders, and creating an organizational
focus on action. Success requires a strong orientation to the future; an understanding that risk is a part of planning and
conducting operations; a commitment to improvement, innovation, and intelligent risk taking; and a focus on
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organizational sustainability. Increasingly, this requires creating an environment for empowerment, resilience, agility,
change, and learning.

Role-model senior leaders. In highly respected organizations, senior leaders are committed to establishing a culture of
customer engagement, developing the organization’s future leaders, and recognizing and rewarding contributions by
workforce members. They personally engage with key customers. Senior leaders enhance their personal leadership skills.
They participate in organizational learning, the development of future leaders, succession planning, and recognition
opportunities and events that celebrate the workforce. They model the valuing of diversity, and promote equity (fair
treatment) and inclusion (intentional engagement) for all people associated with the organization, creating a sense of
belonging. Development of future leaders might include personal mentoring, coaching, or participation in leadership
development courses. Role-model leaders recognize the need for change when warranted and then lead the effort
through to full fruition. They demonstrate authenticity, admit to missteps, and demonstrate accountability for the
organization’s actions.

Legal and ethical behavior. In modeling ethical behavior, leaders must often balance the demand for delivery of short-
term results with setting the tone for an ethical climate and a policy of integrity first.

Creating an environment for innovation. Leading for innovation starts by setting a clear direction. Leaders need to
communicate about the problems or opportunities the organization is trying to address, and then create a supportive
environment and clear process that will encourage and approve intelligent risk taking.

1.2 Governance and Societal Contributions

Purpose

This item asks about key aspects of your governance system, including the improvement of leaders and the leadership
system. It also asks how the organization ensures that everyone in the organization behaves legally and ethically, how it
fulfills its societal contributions, and how it supports its key communities.

Commentary

Organizational governance. This item addresses the need for a responsible, informed, transparent, and accountable
governance or advisory body that can protect the interests of key stakeholders (including stockholders) in publicly
traded, private, and nonprofit organizations. This body should have independence in review and audit functions, as well
as a function that monitors organizational and CEOs’ or chief administrators” performance.

Legal compliance, ethics, and risks. An integral part of performance management and improvement is proactively
addressing (1) the need for ethical behavior, (2) all legal and regulatory requirements, and (3) risk factors. Ensuring high
performance in these areas requires establishing appropriate measures or indicators that senior leaders track. You should
be sensitive to issues of public concern, whether or not these issues are currently embodied in laws and regulations. Role-
model organizations look for opportunities to excel in areas of legal and ethical behavior. Role-model organizations also
recognize the need to accept risk, identify appropriate levels of risk for the organization, and make and communicate
policy decisions on risk.

Public concerns. Public concerns that charitable and government organizations should anticipate might include the cost
of programs and operations, timely and equitable access to their offerings, and perceptions about their stewardship of
resources.

Conservation of natural resources. Conservation might be achieved through the use of “green” technologies, reduction
of your carbon footprint, replacement of hazardous chemicals with water-based chemicals, energy conservation, use of
cleaner energy sources, or recycling of by-products or wastes.

Societal contributions. As the concept of corporate social responsibility has become accepted, high-performing
organizations see contributing to society as more than something they must do. Increasingly, decisions to engage with an
organization include consideration of its societal contributions. Going above and beyond their responsibilities in
contributing to society can be a driver of customer and workforce engagement and a market differentiator; customer and
shareholder value is increasingly being driven by issues such as the environment, societal issues, labor practices, and
consumer product safety. Societal contributions therefore imply going beyond a compliance orientation.

Opportunities to contribute to the well-being of environmental, social, and economic systems and opportunities to
support key communities are available to organizations of all sizes. The level and breadth of these contributions will
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depend on the size of your organization and your ability to contribute.

Community support. Examples of organizational community involvement include

partnering with schools and school boards to improve education;

partnering with health care providers to improve health in the local community by providing education and
volunteer services to address public health issues;

partnering with organizations in the community to provide or facilitate access to vital services, such as
broadband; and

partnering to influence trade, business, and professional associations to engage in beneficial, cooperative
activities, such as voluntary standards activities or sharing best practices to improve overall U.S. global
competitiveness and ethical and societal well-being.

Strategy (Category 2)

This category asks how you develop strategic objectives and action plans, implement them, change them if circumstances

require, and measure progress.

The category stresses that your organization’s long-term organizational success and competitive environment are key

strategic issues that need to be integral parts of your overall planning. Making decisions about your organization’s core

competencies and work systems is an integral part of ensuring your organization’s success now and in the future, and
these decisions are therefore key strategic decisions.

While many organizations are increasingly adept at strategic planning, executing plans is still a significant challenge. This

is especially true given market demands to be agile and be prepared for unexpected change, such as volatile economic

conditions, disruptive technologies, and disruptive events that can upset an otherwise fast-paced but more predictable
marketplace. This category highlights the need to focus not only on developing your plans, but also on your capability to
execute them.

The Baldrige framework emphasizes three key aspects of organizational excellence that are important to strategic
planning:

Customer-focused excellence is a strategic view of excellence. The focus is on the drivers of customer
engagement, new markets, and market share—key factors in competitiveness, profitability, and long-term
organizational success.

Operational performance improvement and innovation contribute to short- and longer-term productivity
growth and cost/price competitiveness. Building operational capability —including speed, responsiveness, and
flexibility —is an investment in strengthening your organizational fitness.

Organizational learning and learning by workforce members are necessary strategic considerations in today’s
fast-paced environment. The Criteria emphasize that improvement and learning need to be embedded in work
processes. The special role of strategic planning is to align work systems and learning initiatives with your
organization’s strategic directions, thereby ensuring that improvement and learning prepare you for and
reinforce organizational priorities.

This category asks how you

consider key elements of risk in your strategic planning process, including strategic opportunities, challenges,
and advantages, the potential need for change in organizational structure or culture, technological changes that
may affect your organization, and the potential for changes and disruptions in your environment;

optimize the use of resources, ensure the availability of a skilled workforce, and bridge short- and longer-term
requirements that may entail capital expenditures, technology development or acquisition, supplier
development, and new partnerships or collaborations; and

ensure that implementation will be effective—that there are mechanisms to communicate requirements and
achieve alignment on three levels: (1) the organizational and executive level, (2) the key work system and work
process level, and (3) the work unit and individual job level.

The questions in this category encourage strategic thinking and acting in order to develop a basis for a distinct
competitive position in the marketplace. These questions do not imply the need for formal planning departments, specific
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planning cycles, or a specified way of visualizing the future. They do not imply that all your improvements could or
should be planned in advance. An effective improvement system combines improvements of many types and degrees of
involvement. This requires clear strategic guidance, particularly when improvement alternatives, including major change
or innovation, compete for limited resources. In most cases, setting priorities depends heavily on a cost, opportunity, and
threat rationale. However, you might also have critical requirements, such as societal contributions, that are not driven by
cost considerations alone.

2.1 Strategy Development

Purpose

This item asks how you establish a strategy to address your organization’s challenges and leverage its advantages, and
how you make decisions about key work systems and core competencies. It also asks about your key strategic objectives
and their related goals. The aim is to strengthen your overall performance, competitiveness, and future success.

Commentary

A context for strategy development. This item calls for basic information on the planning process and for information on
all key influences, risks, challenges, and other requirements that might affect your organization’s future opportunities
and directions—taking as long term a view as appropriate and possible from the perspectives of your organization and
your industry or marketplace. This approach is intended to provide a thorough and realistic context for developing a
customer- and market-focused strategy to guide ongoing decision making, resource allocation, and overall management.

A future-oriented basis for action. This item is intended to cover all types of businesses, for-profit, and nonprofit
(including government) organizations; competitive situations; strategic issues; planning approaches; and plans. The
questions explicitly call for a future-oriented basis for action. Even if your organization is seeking to create an entirely
new business, you still need to set and test the objectives that define and guide critical actions and performance.

Competitive leadership. This item emphasizes competitive leadership, which usually depends on revenue growth and
operational effectiveness. Competitive leadership requires a view of the future that includes not only the markets or
segments in which you compete but also how you compete. How to compete presents many options. Deciding how to
compete requires that you understand your and your competitors’ strengths and weaknesses and also involves decisions
on taking intelligent risks in order to gain or retain market leadership. Although no specific time horizons are included,
the thrust of this item is sustained competitive leadership.

Data and information for strategic planning. Data and information may come from a variety of internal and external
sources and in a variety of forms, and they are available in increasingly greater volumes and at greater speeds. The ability
to capitalize on data and information, including large datasets (“big data”), is based on the ability to analyze the data,
draw conclusions, and pursue actions, including intelligent risks.

Blind spots. Blind spots arise from incorrect, incomplete, obsolete, or biased assumptions or conclusions that cause gaps,
vulnerabilities, risks, or weaknesses in your understanding of the competitive environment and strategic challenges your
organization faces. Blind spots may arise from new or replacement offerings or business models coming from inside or
outside your industry.

Managing strategic risk. Your decisions about addressing strategic challenges, changes in your regulatory and external
business environment, blind spots in your strategic planning, and gaps in your ability to execute the strategic plan may
give rise to organizational risk. Analysis of these factors is the basis for managing strategic risk in your organization.

Work systems. Efficient and effective work systems require

o effective design;

e aprevention orientation;

¢ linkage to customers, suppliers, partners, and collaborators;

e afocus on value creation for all key stakeholders; operational performance improvement; cycle time reduction;
and evaluation, continuous improvement, innovation, and organizational learning; and

e regular review to evaluate the need for fundamental changes in the way work is accomplished.

Work systems must also be designed in a way that allows your organization to be agile and protect intellectual property.
In the simplest terms, agility is the ability to adapt quickly, flexibly, and effectively to changing requirements. Depending
on the nature of your strategy and markets, agility might mean the ability to change rapidly from one product to another,
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respond rapidly to changing demands or market conditions, or produce a wide range of customized services. Agility and
protection of intellectual property also increasingly involve decisions to outsource, agreements with key suppliers, and
novel partnering arrangements.

Work systems and ecosystems. Organizations should view the ecosystem strategically. They need to be open to new
partnership arrangements, consortia, value webs, and business models that support the organization’s vision and goals.
The organization’s growth may depend on the collective growth of the ecosystem and its ability to prepare for the future.
And as competition comes from organizations in different industries, organizations may be able to stand out from their
competitors through new and novel offerings, possibly through the ecosystem. Your strategy should take into account
your role and your desired role within the ecosystem (as a partner, collaborator, supplier, competitor, or customer—or
several of these).

Strategic objectives. Strategic objectives might address product and service quality enhancements, workforce capability
and capacity, rapid response, customization, co-location with major customers or partners, social media and digital
management of relationships with suppliers and customers, specific joint ventures, virtual manufacturing, rapid or
market-changing innovation, ISO quality or environmental systems registration, and societal contribution actions or
leadership.

2.2 Strategy Implementation

Purpose

This item asks how you convert your strategic objectives into action plans to accomplish those objectives and how you
assess progress on these action plans. The aim is to ensure that you deploy your strategies successfully and achieve your
goals.

Commentary

Developing and deploying action plans. Accomplishing action plans requires resources and performance measures, as
well as alignment among the plans of your work units, suppliers, and partners. Of central importance is how you achieve
alignment and consistency —for example, via work systems, work processes, and key measurements. Also, alignment and
consistency provide a basis for setting and communicating priorities for ongoing improvement activities —part of the
daily work of all work units. In addition, performance measures are critical for tracking performance. Action plan
implementation and deployment may require modifications in organizational structures and operating modes. The
success of action plans benefits from visible short-term wins as well as long-term actions.

Performing analyses to support resource allocation. You can perform many types of analyses to ensure that financial
resources are available to support the accomplishment of your action plans while you meet current obligations. For
current operations, these efforts might include the analysis of cash flows, net income statements, and current liabilities
versus current assets. For investments to accomplish action plans, the efforts might include analysis of discounted cash
flows, return on investment, or return on invested capital.

Analyses also should evaluate the availability of people and other resources to accomplish your action plans while
continuing to meet current obligations. Financial resources must be supplemented by capable people and the necessary
facilities and support.

The specific types of analyses performed will vary from organization to organization. These analyses should help you
assess the financial viability of your current operations and the potential viability of and risks associated with your action
plan initiatives.

Creating workforce plans. Action plans should include human resource or workforce plans that are aligned with and
support your overall strategy. Examples of possible plan elements are

¢ aredesign of your work organization and jobs to increase workforce empowerment and decision making;

e education and training initiatives, such as developmental programs for future leaders, upskilling and training
programs on new technologies important to the future success of your workforce and organization, and
partnerships with universities to help ensure the availability of an educated and skilled workforce;

e initiatives to promote greater labor-management cooperation, such as union partnerships;

e consideration of the impacts of outsourcing on your current workforce and initiatives;

e initiatives to prepare for future workforce capability and capacity needs;
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¢ initiatives to foster knowledge sharing and organizational learning; and
e modification of your compensation and recognition systems to recognize team, organizational, stock market,
customer, or other performance attributes.

Projecting your future environment. An increasingly important part of strategic planning is projecting the future
competitive and collaborative environment. This includes the ability to project your own future performance, as well as
that of your competitors. Such projections help you detect and reduce competitive threats, shorten reaction time, and
identify opportunities. Depending on your organization’s size and type, the potential need for new core competencies,
the maturity of markets, the pace of change, and competitive parameters (e.g., price, costs, or the innovation rate), you
might use a variety of modeling, scenarios, or other techniques and judgments to anticipate the competitive and
collaborative environment.

Projecting and comparing your performance. Projections and comparisons in this item are intended to improve your
organization’s ability to understand and track dynamic, competitive performance factors. Projected performance might
include changes resulting from new business ventures, entry into new markets, the introduction of new technologies,
product innovations, or other strategic thrusts that might involve a degree of intelligent risk.

Through this tracking, you should be better prepared to take into account your organization’s rate of improvement and
change relative to that of competitors or comparable organizations and relative to your own targets or stretch goals. Such
tracking serves as a key diagnostic tool for you to use in deciding to start, accelerate, or discontinue initiatives and to
implement needed organizational change.

Customers (Category 3)

This category asks how you engage customers for long-term marketplace success, including how you listen to customers,
serve and exceed customers’ expectations, and build customer relationships.

The category stresses customer engagement as an important outcome of an overall learning and performance excellence
strategy. Your customer satisfaction and dissatisfaction results provide vital information for understanding your
customers and the marketplace. In many cases, the voice of the customer provides meaningful information not only on
your customers’ views but also on their marketplace behaviors and on how these views and behaviors may contribute to
your organization’s current and future success in the marketplace.

3.1 Customer Listening

Purpose

This item asks about your processes for listening to your customers and determining customer groups and segments. It
also asks about your processes for determining and customizing product offerings that serve your customers and
markets. The aim is to capture meaningful information in order to exceed your customers’ expectations and improve
marketing.

Commentary

Customer listening. Selection of voice-of-the-customer strategies depends on your organization’s key business factors.
Most organizations listen to the voice of the customer via multiple modes. Some frequently used modes include focus
groups with key customers, close integration with key customers, interviews with lost and potential customers about
their purchasing or relationship decisions, customer comments posted on social media, win/loss analysis relative to
competitors and other organizations providing similar products, and survey or feedback information.

Actionable information. This item emphasizes how you obtain actionable information from customers. Information is
actionable if you can tie it to key product offerings and business processes and use it to determine the cost and revenue
implications of setting particular improvement goals and priorities for change.

Listening/learning and business strategy. In a rapidly changing technological, competitive, economic, and social
environment, many factors may affect customer expectations and loyalty and your interface with customers in the
marketplace. This makes it necessary to continually listen and learn. To be effective, listening and learning need to be
closely linked with your overall business strategy.
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Social media. Effective use of social media has become a significant factor in customer engagement, and ineffective use
can be a driver of disengagement and relationship deterioration or destruction. Customers are increasingly turning to
social media to voice their impressions of your products and customer support. They may provide this information
through social interactions you mediate or through independent or customer-initiated means. All of these can be valuable
sources of information for your organization. Negative commentary can be a valuable source for improvement,
innovation, and immediate service recovery. Organizations need to become familiar with vehicles for monitoring and
tracking this information. Social media is also a means of communication, outreach, and engagement.

Customer and market knowledge. Knowledge of customers, customer groups, market segments, former customers, and
potential customers allows you to tailor product offerings, support and tailor your marketing strategies, develop a more
customer-focused workforce culture, develop new business, evolve your brand image, and ensure long-term
organizational success.

3.2 Customer Engagement

Purpose

This item asks about your processes for building relationships with customers, enabling them to seek information and
support, and managing complaints. The item also asks how you determine customer satisfaction and dissatisfaction, and
how you use the voice-of-the-customer data that you collect. The aim of these efforts is to build a more customer-focused
culture and enhance customer loyalty.

Commentary

Engagement as a strategic action. Customer engagement is a strategic action aimed at achieving such a degree of loyalty
that the customer will advocate for your brand and product offerings. Achieving such loyalty requires a customer-
focused culture in your workforce based on a thorough understanding of your business strategy and your customers’
behaviors and preferences.

Customer relationship strategies. A relationship strategy may be possible with some customers but not with others. The
relationship strategies you do have may need to be distinctly different for each customer, customer group, and market
segment. They may also need to be distinctly different during various stages of the customer life cycle. Building customer
relationships might include developing partnerships or alliances with customers.

Brand management. Brand management is aimed at positioning your product offerings in the marketplace. Effective
brand management leads to improved brand recognition and customer loyalty. Brand management is intended to build
the customer’s emotional attachment for the purpose of differentiating yourself from the competition and building
loyalty.

Customer support. The goal of customer support is to make your organization easy to do business with and responsive
to your customers’ expectations.

Equity (fair treatment). Increasingly, employees, communities, partners, collaborators, and most significantly, customers
and stakeholders expect organizations to treat all customer segments fairly and to avoid inappropriate discrimination.
Meeting these expectations builds trust among citizens, communities, and institutions.

Determining customer satisfaction and dissatisfaction. You might use any or all of the following to determine customer
satisfaction and dissatisfaction: surveys, formal and informal feedback, customer account histories, complaints, field
reports, win/loss analysis, customer referral rates, and transaction completion rates. You might gather information on the
web, through personal contact or a third party, or by mail.

Complaint management. Complaint aggregation, analysis, and root-cause determination should lead to effective
elimination of the causes of complaints and to the setting of priorities for process and product improvements. Successful
outcomes require effective deployment of information throughout your organization.

Customers’ satisfaction with competitors. A key aspect of determining customers’ satisfaction and dissatisfaction is
determining their comparative satisfaction with competitors, competing or alternative offerings, and/or organizations
providing similar products. Such information might be derived from win/loss analyses, your own comparative studies, or
independent studies. The factors that lead to customer preference are critically important in understanding factors that
drive markets and potentially affect your organization’s longer-term competitiveness and success.
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Measurement, Analysis, and Knowledge Management (Category 4)

In the simplest terms, category 4 is the “brain center” for the alignment of your operations with your strategic objectives.
It is the main point within the Criteria for all key information on effectively measuring, analyzing, and improving
performance and managing organizational knowledge to drive improvement, innovation, and organizational
competitiveness. Central to this use of data and information are their quality and availability. Furthermore, since
information, analysis, and knowledge management might themselves be primary sources of competitive advantage and
productivity growth, this category also includes such strategic considerations.

4.1 Measurement, Analysis, and Improvement of Organizational Performance

Purpose

This item asks how you select and use data and information for performance measurement, analysis, and review in
support of organizational planning and performance improvement. The item serves as a central collection and analysis
point in an integrated performance measurement and management system that relies on financial and nonfinancial data
and information. The aim of performance measurement, analysis, review, and improvement is to guide your process
management toward the achievement of key organizational results and strategic objectives, anticipate and respond to
rapid or unexpected organizational or external changes, and identify best practices to share.

Commentary

Aligning and integrating your performance management system. Alignment and integration are key concepts for
successfully implementing and using your performance measurement system. The Criteria view alignment and
integration in terms of how widely and how effectively you use that system to meet your needs for organizational
performance assessment and improvement and to develop and execute your strategy.

Alignment and integration include how measures are aligned throughout your organization and how they are integrated
to yield organization-wide data and information. Organization-wide data and information are key inputs to
organizational performance reviews and strategic decision making. Alignment and integration also include how your
senior leaders deploy performance measurement requirements to track work-group and process-level performance on
key measures that are targeted for their organization-wide significance or for improvement.

Big data. The challenge, and the potential, of ever-increasing amounts of and modalities for data lie in choosing,
synthesizing, analyzing, and interpreting both quantitative and qualitative data, turning them into useful information,
and then acting operationally and strategically. This requires not just data, but knowledge, insight, and a mindset for
intelligent risk taking and innovation.

Information analytics. Analysis may involve digital data analytics and data science techniques that detect patterns in
large volumes of data and interpret their meaning. For operational improvement, analysis of data comparing two
important measurement dimensions (e.g., productivity, profitability, ROI, customer satisfaction characteristics and their
relative importance) is usually sufficient. A third dimension, such as time or segmentation (e.g., by customer segments),
might be added. In the strategic domain, more advanced information analytics can provide a three-dimensional image,
with a fourth dimension of current state and desired or predicted future states of organizational performance,
technologies, people, and markets served. From those data-based, fact-based pictures, organizations need to develop
strategy or strategic scenarios.

The case for comparative data. The use of comparative data and information is important to all organizations. The major
premises for their use are the following:

¢ Your organization needs to know where it stands relative to competitors and to best practices.

e Comparative information and information obtained from benchmarking often provide the impetus for
significant (“breakthrough”) improvement or transformational change.

¢ Comparing performance information frequently leads to a better understanding of your processes and their
performance.

¢ Comparative performance projections and competitors’ performance may reveal organizational advantages as
well as challenge areas where innovation is needed.

Comparative information may also support business analysis and decisions relating to core competencies, partnering,
and outsourcing.
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Selecting comparative data. Effective selection of comparative data and information requires you to determine needs and
priorities and establish criteria for seeking appropriate sources for comparisons —from within and outside your industry
and markets.

Reviewing performance. The organizational review called for in this item is intended to cover all areas of performance.
This includes not only current performance but also how you project your future performance. The expectation is that the
review findings will provide a reliable means to guide both improvements and opportunities for innovation that are tied
to your key objectives, core competencies, and measures of success. Review findings may also alert you to the need for
transformational change in your organization’s structure and work systems. Therefore, an important component of your
organizational review is the translation of the review findings into actions that are deployed throughout your
organization and to appropriate suppliers, partners, collaborators, and key customers.

Use of comparative data in reviews. Effective use of comparative data and information allows you to set stretch goals
and promote major nonincremental (“breakthrough”) improvements in areas most critical to your competitive strategy.

Analyzing performance. Analyses that you conduct to gain an understanding of performance and needed actions may
vary widely depending on your organization’s type, size, competitive environment, and other factors. Here are some
examples of possible analyses:

e Trends in key operational performance indicators, such as productivity, cycle time, defect levels, waste
reduction, carbon footprint, and new product introduction

e Individual or aggregate measures of productivity and quality relative to competitors” performance

e  Cost trends relative to competitors” trends

e Market share versus profits

¢ Comparisons among business units showing how quality and operational performance affect financial
performance

e Trends in economic, market, and stakeholder indicators of value and the impact of these trends on long-term
organizational success

¢ Relationships among product quality, operational performance indicators, and overall financial performance
trends as reflected in indicators such as operating costs, revenues, asset utilization, and value added per
employee

e  Cost and revenue implications of customer-related problems and effective problem resolution

e Cost and revenue implications of workforce-related problems and effective problem resolution

¢ Cost and revenue implications of new market entry, including product-line and geographic expansion

¢ Interpretation of market share changes in terms of customer gains and losses and changes in customer
engagement

¢ Impacts of customer loyalty on profit

¢ Net earnings or savings derived from improvements in quality, operational, and workforce performance (e.g.,
improvements in workforce capacity, safety, absenteeism, and turnover)

¢  Contributions of improvement activities to cash flow, working capital use, and shareholder value

e Allocation of resources among alternative improvement projects based on cost/benefit implications or
environmental and societal impact

¢ How product improvements or new products correlate with key customer indicators, such as satisfaction,
loyalty, and market share

e How the ability to identify and meet workforce capability and capacity needs correlates with retention,
motivation, and productivity

e Return on investment for intelligent risks that you pursue

¢ Benefits and costs associated with improved organizational knowledge management and sharing

¢ Benefits and costs associated with education and training

¢ Relationships among learning by workforce members, organizational learning, and the value added per
employee

e The relationship between knowledge management and innovation

Aligning analysis, performance review, and planning. Individual facts and data do not usually provide an effective
basis for setting organizational priorities. This item emphasizes the need for close alignment between your analysis and

your organizational performance review and between your performance review and your organizational planning. This
ensures that analysis and review are relevant to decision making and that decisions are based on relevant data and
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information. In addition, your historical performance, combined with assumptions about future internal and external
changes, allows you to develop performance projections. These projections may serve as a key planning tool.

Understanding causality. Action depends on understanding causality among processes and between processes and
results. Process actions and their results may have many resource implications. Organizations have a critical need to
provide an effective analytical basis for decisions because resources for innovation and improvement are limited.

4.2 Information and Knowledge Management

Purpose

This item asks how you build and manage your organization’s knowledge assets and ensure the quality and availability
of data and information. The aim of this item is to improve organizational efficiency and effectiveness and stimulate
innovation.

Commentary

Information management. Managing information can require a significant commitment of resources as the sources of
data and information grow dramatically. The continued growth of information within organizations” operations —as part
of organizational knowledge networks; through the web and social media; and in business-to-business, organization-to-
organization, and business-to-consumer communications —challenges organizations’ ability to ensure reliability and
availability in a user-friendly format. The ability to blend and correlate disparate types of data, such as video, text, and
numbers, provides opportunities for a competitive advantage.

Data and information availability. Data and information are especially important in business or organizational
networks, partnerships, and supply networks. You should take into account this use of data and information and
recognize the need for rapid data validation, reliability assurance, and security, given the frequency and magnitude of
digital data transfer and the challenges of cybersecurity.

Knowledge management and organizational learning. One of the many issues facing organizations today is how to
manage, use, evaluate, and share their ever-increasing organizational knowledge. Leading organizations benefit from the
knowledge assets of their workforce, customers, suppliers, collaborators, and partners, who together drive organizational
learning and innovation.

Knowledge management should focus on the knowledge that your people need to do their work; improve processes,
products, and services; and innovate to add value for the customer and your organization. Your organization’s
knowledge management system should provide the mechanism for sharing your people’s and your organization’s
explicit knowledge (facts, figures, data, and information in documents and other repositories) and implicit knowledge
(knowledge personally retained by workforce members) to ensure that high performance is maintained through
transitions. You should determine what knowledge is critical for your operations and then implement systematic
processes for sharing this information. This is particularly important for implicit knowledge.

Effective knowledge management requires clear roles and responsibilities, a culture of knowledge sharing, systematic
processes for sharing knowledge and expertise, the identification and management of core knowledge assets, and tools
(including technology) that are appropriate for your organization.

Workforce (Category 5)

This category addresses key workforce practices—those directed toward creating and maintaining a high-performance
environment and toward engaging your workforce to enable it and your organization to adapt to change and succeed.

To reinforce the basic alignment of workforce management with overall strategy, the Criteria also cover workforce
planning as part of overall strategic planning in category 2.
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5.1 Workforce Environment

Purpose

This item asks about your workforce capability and capacity needs, how you meet those needs to accomplish your
organization’s work, and how you ensure a supportive work climate. The aim is to build an effective environment for
accomplishing your work and supporting your workforce.

Commentary

Workforce capability vs. workforce capacity. Many organizations confuse the concepts of capability and capacity by
adding more people with incorrect skills to compensate for skill shortages or by assuming that fewer highly skilled
workers can meet capacity needs for processes requiring less skill or different skills but more people to accomplish.
Having the right number of workforce contributors with the right skill set is critical to success. Looking ahead to predict
those needs for the future allows for adequate training, hiring, relocation times, and preparation for work system
changes.

The case for diversity. Organizations benefit from a diverse workforce that reflects the changing marketplace. Diversity
encompasses personal differences among workforce members in many domains, such as race, religion, color, gender,
national origin, disability, sexual orientation, age and generation, education, and perspectives. Diversity of thinking
enhances innovation and problem solving, and helps anticipate risks. Capitalizing on diversity in your workforce
increases opportunities for high performance; customer, workforce, and community satisfaction; and customer and
workforce engagement.

Workforce change. Managing change for your workforce involves organizational change controlled and sustained by
leaders. It requires dedication, involvement of employees at all levels, and constant communication. Change is strategy-
driven and stems from the top of the organization. Its origin may be needs identified within the organization, and it
requires the active engagement of the whole organization.

Workforce support. Most organizations, regardless of size, have many opportunities to support their workforce. Some
examples of services, facilities, activities, and other opportunities are flexible work hours, workplaces, and benefits
packages; child and elder care; special leave for family responsibilities and community service; personal and career
counseling; career development and employability services; recreational or cultural activities; on-site health care and
other assistance; formal and informal recognition; non-work-related education; outplacement services; and retiree
benefits, including ongoing access to services.

Telework. Telework offers benefits to organizations and employees, and it leads organizations to consider and optimize
the use of digital collaboration and communication tools. Increased telework may lead your organization to reconsider
employee segmentation; drivers of engagement; health and safety requirements; the way you manage and organize your
workforce; the way you manage capability and capacity; and the workforce services, benefits, policies, and
developmental opportunities you offer.

Benefits of increased telework can include higher-than-usual employee productivity, reduced pollution due to less
commuting, and greater employee empowerment. Telework benefits workers with disabilities, making it easier for
organizations to attract employees with needed skills. Enhanced digital tools and new ways of approaching jobs also
make it possible for organizations to consider geographically remote employees. However, employees working from
home report higher levels of stress and more difficulty achieving work-life balance. Organizations and their employees
thus need to set boundaries between work life and home life.

5.2 Workforce Engagement

Purpose

This item asks about your systems for managing workforce performance and developing your workforce members to
enable and encourage all of them to contribute effectively and to the best of their ability. These systems are intended to
foster high performance, to address your core competencies, and to help accomplish your action plans and ensure your
organization’s success now and in the future.

Commentary
High performance. The focus of this item is on a workforce capable of achieving high performance. Understanding the
characteristics of high-performance work environments, in which people do their utmost for their customers’ benefit and
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the organization’s success, is key to understanding and building an engaged workforce. High performance is
characterized by flexibility, innovation, empowerment and personal/team accountability, knowledge and skill sharing,
good communication and information flow, alignment with organizational objectives, customer focus, and rapid
response to changing business needs and marketplace requirements.

Workforce engagement and performance. Many studies have shown that high levels of workforce engagement have a
significant, positive impact on organizational performance. Research has indicated that engagement is characterized by
performing meaningful work; having clear organizational direction and accountability for performance; and having a
safe, trusting, effective, and cooperative work environment. In many organizations, employees and volunteers are drawn
to and derive meaning from their work because it is aligned with their personal values.

Drivers of workforce engagement. Although satisfaction with pay and pay increases are important, these two factors
generally are not sufficient to ensure workforce engagement and high performance. Some examples of other factors to
consider are effective problem and grievance resolution; development and career opportunities; the work environment
and management support; workplace safety and security; the workload; effective communication, cooperation, and
teamwork; the degree of empowerment; job security; appreciation of the differing needs of diverse workforce groups;
and organizational support for serving customers.

Factors inhibiting engagement. It is equally important to understand and address factors inhibiting engagement. You
could develop an understanding of these factors through workforce surveys, focus groups, blogs, or exit interviews with
departing workforce members.

Compensation and recognition. Compensation and recognition systems should be matched to your work systems.
Recognition can include monetary and nonmonetary, formal and informal, and individual and group mechanisms. To be
effective, compensation and recognition might include promotions and bonuses tied to performance, demonstrated skills,
skills acquired, adaptation to new work systems and culture, and other factors. Approaches might also include profit
sharing; mechanisms for expressing simple “thank yous”; rewards for exemplary team or unit performance; and linkage
to customer engagement measures, achievement of organizational strategic objectives, or other key organizational
objectives.

Other indicators of workforce engagement. In addition to direct measures of workforce engagement through formal or
informal surveys, other indicators include absenteeism, turnover, grievances, and strikes.

Equity and inclusion. An equitable (fair) and inclusive work environment enhances workforce satisfaction and
engagement, and maximizes the benefits to organizational performance that are gained from a diverse workforce. Such a
work environment cultivates a sense of belonging for all workforce members. Organizations can promote an
environment for diversity, equity, and inclusion in four areas: commitment, as shown by strategic and workforce
planning; organizational climate and culture; workforce recruitment, retention, and compensation; and workforce
learning and development.

Performance development. Organizations today need employees who are versatile and who can continually upgrade
their work skills. High-performing organizations address this need by meeting employees’ rising expectations for career-
relevant learning and development. In performance development, employees pursue personal growth and growth in the
organization through both internal and external learning. This learning involves engaging work assignments,
opportunities, and personal learning to reach the next level of organizational and personal performance.

Performance development needs. Depending on the nature of your organization’s work, workforce responsibilities, and
stage of organizational and personal development, performance development needs might vary greatly. These needs
might include gaining skills for knowledge sharing, communication, teamwork, and problem solving; interpreting and
using data; exceeding customer requirements; analyzing and simplifying processes; reducing waste and cycle time;
working with and motivating volunteers; and setting priorities based on strategic alignment or cost-benefit analysis.

Education needs might also include advanced skills in new technologies, or basic skills, such as reading, writing,
language, arithmetic, and computer skills.

Learning and development locations and formats. Learning and development opportunities might occur inside or
outs